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Report of Independent Registered Public Accounting Firm

The Board of Directors and Member

Walleye Trading LLC

We have audited the accompanying statement of financial condition of Walleye Trading LLC

the Company as of December 31 2008 This statement of financial condition is the

responsibility of the Companys management Our responsibility is to express an opinion on this

statement of financial condition based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the

United States Those standards require that we plan and perform the audit to obtain reasonable

assurance about whether the statement of financial condition is free of material misstatement We

were not engaged to perform an audit of the Companys internal control over financial reporting

Our audit included consideration of internal control over financial reporting as basis for

designing audit procedures that are appropriate in the circumstances but not for the purpose of

expressing an opinion on the effectiveness of the Companys internal control over financial

reporting Accordingly we express no such opinion An audit also includes examining on test

basis evidence supporting the amounts and disclosures in the statement of financial condition

assessing the accounting principles used and significant estimates made by management and

evaluating the overall statement of financial condition presentation We believe that our audit

provides reasonable basis for our opinion

In our opinion the statement of financial condition referred to above presents fairly in all

material respects the financial position of the Company at December 31 2008 in conformity

with U.S generally accepted accounting principles

March 2009
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Walleye Trading LLC

Statement of Financial Condition

December 31 2008

Assets

Cash 24106446

Deposits with exchanges 500000

Receivables from brokers dealers and others 1426426

Securities owned at fair value pledged 2420103268

Memberships in exchanges 7431000
Total assets $2453567140

Liabilities and members equity

Liabilities

Accrued liabilities 8587473

Payables to brokers dealers and others 279662384

Securities sold not yet purchased at fair value 2012757402

Subordinated borrowings 1000000

Total liabilities 2302007259

Members equity 151559881

Total liabilities and members equity $2453567140

See accompanying notes
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Walleye Trading LLC

Notes to Statement of Financial Condition

December 31 2008

Organization

Walleye Trading LLC the Company Delaware limited liability company is registered

broker and dealer in securities under the Securities Exchange Act of 1934 The Company is

primarily market-making firm engaged in U.S equity options market-making Eurodollar

options market-making and index options market-making The Company is member of the

following exchanges International Securities Exchange Inc ISE the Chicago Board of

Options Exchange Inc CBOE the NYSE ARCA Exchange Inc ARCA the NASDAQ
OMX PHLX Inc PHLX and the Chicago Mercantile Exchange Inc CME

The Company clears its securities transactions through Goldman Sachs Execution Clearing

L.P the Clearing Broker

Walleye Trading Advisors LLC the Company Manager Minnesota limited liability company

serves as the manager of the Company The Company Manager provides all services to operate

the Company and maintains the financial records of the Company

Significant Accounting Policies

The Companys statement of financial condition has been prepared in accordance with

accounting principles generally accepted in the United States The following is summary of

significant accounting policies followed by the Company

Revenue Recognition

Market-making and proprietary securities transactions are recorded on trade-date basis

Securities owned and securities sold not yet purchased are stated at fair value Securities listed

on national exchanges are valued at their last sales price Options are valued at the published

midpoint between the bid and ask prices at the close of the markets

Interest is recorded on an accrual basis and dividends are recorded on the ex-dividend date

0902-1034077



Walleye Trading LLC

Notes to Statement of Financial Condition continued

Significant Accounting Policies continued

Memberships in Exchanges

Exchange memberships which represent ownership interests in the exchange and provide the

Company with the right to conduct business on the exchange are recorded at cost or if an other-

than-temporary impairment in value has occurred at value that reflects managements estimate

of the impairment In addition the membership in the CME requires minimum $500000

inactive clearing member security deposit The deposit is required as long as the inactive clearing

member status is maintained

Use of Estimates

The preparation of the statement of financial condition in conformity with accounting principles

generally accepted in the United States requires management to make estimates and assumptions

that affect amounts reported in the statement of financial condition and accompanying notes

Management believes that the estimates utilized in preparing the Companys statement of

financial condition are reasonable and prudent Actual results could differ from these estimates

Recent Accounting Pronouncement

Statement of Financial Accounting Standards SFAS No 157 Fair Value Measurements

provides guidance for using fair value to measure assets and liabilities The standard applies

whenever other standards require or permit assets or liabilities to be measured at fair value The

standard does not expand the use of fair value in any new circumstances The Company adopted

SFAS No 157 effective January 2008 and the impact of the adoption of SFAS No 157 was

not significant to the Companys overall financial position

Receivables From and Payables to Brokers Dealers and Others

Included in receivables from brokers dealers and others are dividends and interest receivable

Included in payables to brokers dealers and others is the cash balance within the clearance

account held at the Clearing Broker

The Company conducts business with brokers and dealers that are members of the major

securities exchanges

0902-1034077



Walleye Trading LLC

Notes to Statement of Financial Condition continued

Securities Owned and Securities Sold Not Yet Purchased

At December 31 2008 securities owned and securities sold not yet purchased by the Company

consisted of the following

Owned Sold

U.S equity and index options 1897320658 1621946242

U.S equities 522782610 390811160

Total 2420103268 2012757402

All securities owned are pledged to the Clearing Broker on terms that permit it to sell or repledge

the securities to others subject to certain limitations

Securities sold not yet purchased represent obligations of the Company to deliver the specified

security at the contracted price and thereby create liability to purchase the security in the market

at prevailing prices Accordingly these transactions result in off-balance-sheet risk as the

Companys ultimate obligation to satisfy the sale of securities sold not yet purchased may

exceed the amount reflected in the statement of financial condition

Various inputs are used in determining the fair value of the Companys investments These inputs

are summarized in the three broad levels listed below

Level Quoted prices in active markets for identical securities

Level Other significant observable inputs including quoted prices for similar securities

interest rates prepayment speeds credit risks and the like

Level Significant unobservable inputs including the Companys own assumptions in

determining the fair value of investments

0902-1034077



Walleye Trading LLC

Notes to Statement of Financial Condition continued

Securities Owned and Securities Sold Not Yet Purchased continued

All of the Companys securities owned and securities sold not yet repurchased are valued based

upon level fair value measurements The level assigned to particular security and the inputs or

methodology used for valuing securities are not necessarily an indication of the risk associated

with investing in those securities No securities owned or securities sold not yet purchased were

deemed to be level as of December 31 2008 In addition the Companys exchange

memberships are valued based upon level fair value measurements

Income Taxes

The Company is Delaware limited liability company that is classified as partnership for

United States federal income tax purposes As result the Company is not subject to any federal

state or local income taxes nor to any withholding or capital gains taxes The income flows

through the Company to the member level and each member is subject to the appropriate

taxation on the members allocable share of the Companys income

Related-Party Transactions

The Company renewed its Administrative Services Agreement the Agreement in 2008 with the

Company Manager The Agreement calls for the expenses associated with managing the

Company including both advisory services and other administrative services to be allocated to

and paid by the Company These expenses are recorded on an accrual basis by the Company
These expenses are charged monthly by the Company Manager and are reflected in manager

expenses in the statement of operations At December 31 2008 $5 million of these expenses

were payable and are included in accrued liabilities in the statement of financial condition

Subordinated Borrowings

The Company has cash subordination agreements approved by the PHLX totaling $1 million

from two separate counterparties at interest rates based on the prime rate plus 225 basis points

The notes mature on September 30 2009

These subordinated borrowings which are subordinated to all claims of general creditors of the

Company constitute part of the Companys net capital under the Uniform Net Capital Rule and

may be repaid only if after giving effect to such repayment the Company continues to meet its

minimum net capital requirements

0902-1034077



Walleye Trading LLC

Notes to Statement of Financial Condition continued

Financial Instruments

Financial instruments recorded at fair value on the Companys statement of financial condition

include securities owned and securities sold not yet purchased Other financial instruments are

recorded by the Company at contract amounts and include receivables from brokers dealers and

others and subordinated borrowings Memberships in exchanges owned are recorded at the lower

of cost or estimated fair value Financial instruments carried at contract amounts which

approximate fair value either have short-term maturities one year or less are repriced

frequently or bear market interest rates and accordingly are carried at amounts approximating

fair value

In the normal course of business the Company enters into derivative contracts Derivatives as

part of its market-making and proprietary trading strategies and to manage the market and credit

risks as part of its overall risk management process The Derivatives that the Company may hold

include but are not limited to dealer equity options The Company records its Derivative trade-

related activities at fair value

Financial Instruments With Off-Balance-Sheet Risk

In the ordinary course of business the Companys activities involve the execution settlement

and financing of various securities transactions These activities may expose the Company to

credit and market risks in the event the counterparty or Clearing Broker is unable to fulfill its

contractual obligations Such risks may be increased by volatile trading markets

The Company also assumes short positions in its inventory These transactions result in off

balance-sheet market risk as the Companys ultimate obligation to satisfy the short sale may

exceed the amount recognized in the statement of financial condition

All of the Companys receivables securities owned and securities sold not yet purchased are

maintained at the Clearing Broker Should the Clearing Broker fail to meet its obligations the

Company would be exposed to credit risk
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Walleye Trading LLC

Notes to Statement of Financial Condition continued

10 Net Capital Requirements

The Company is subject to the Securities and Exchange Commissions the SECs Uniform Net

Capital Rule Rule 15c3-1 The Company computes its net capital requirements under the basic

method provided for in Rule 15c3-1 Advances to affiliates repayment of subordinated

borrowings dividend payments and other equity withdrawals are subject to certain notification

and other provisions of Rule 15c3-1 or other regulatory requirements

At December 31 2008 the Company had net capital of $143 millionwhich was $142 million in

excess of the required net capital of $611524

Under the clearing arrangement with the Clearing Broker the Company is required to maintain

certain minimum levels of net capital and comply with other financial ratio requirements At

December 31 2008 the Company was in compliance with all such requirements

11 Indemnifications

The Company enters into contracts that contain variety of indemnifications The Companys
maximum exposure under these arrangements is unknown However the Company has not had

prior claims or losses pursuant to these contracts and expects the risk of loss to be remote

12 Subsequent Events

Effective January 2009 $20 million of capital withdrawals and effective February 2009 $43

million of capital withdrawals were paid The SEC and other regulators have been properly

notified of these distributions
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